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Government officials say they are satisfied with the economy's performance in 1995 and predict
a generally good year in 1996 though with a significant reduction in growth. Nevertheless,
independent economists and much of the business community say that policies designed to curb
inflation are pushing the economy into recession or worse. Several major macroeconomic indicators
in 1995 showed that the economy was making progress toward meeting International Monetary
Fund (IMF) and World Bank goals.
Especially encouraging were the 6% growth in GDP and the 24% reduction in the fiscal deficit,
which now stands at only 1.6% of GDP compared with 5.2% in 1992 (see NotiSur, 02/15/96).
Government projections for 1996 are generally upbeat. The Central Bank (Banco Central de Reserva)
predicts that economic growth will decline to around 5% this year. In a report issued in January,
Central Bank president Roberto Orellana also set the inflation goal for the year at between 7% and
9%, compared with the 11.4% accumulation in 1995. In addition, hard currency reserves are expected
to increase by US$120 million during the year, reaching a total by year-end of US$1.048 billion.
As in previous years, the Central Bank is counting on family remittances from Salvadorans living
abroad, mainly in the US, to help boost reserves and bridge the trade gap. Orellana predicts hardcurrency remittances will grow by 20% in 1996, bringing the total to US$1.2 billion for the year. The
importance of this source of foreign exchange can be seen by comparing these annual remittances of
around US$900 million in recent years with the average annual earnings from traditional exports of
only about US$300 million and total exports last year of US$1.69 billion.
To stimulate production for export, the government will follow through on its planned reduction
of customs duties on raw materials and finished goods. Starting July 31, duties on various kinds of
industrial inputs will go down by 1% per month to a maximum tax by year-end of 15% and, in some
cases, to zero. Capital goods already pay only 1% duty, and this will almost certainly be eliminated
this year, possibly as early as July, according to Treasury Minister Manuel Enrique Hinds. Plans for
1996 also include renewing the process of privatization, which stalled last year.
On the auction block this year are the telecommunications company (Administracion Nacional
de Telecomunicaciones, ANTEL), the water utility (Administracion Nacional de Acueductos y
Alcantarillados, ANDA), the electric power company (Comision Ejecutiva Hidroelectrica del Rio
Lempa, CEL), sugar mills, and the Banco Hipotecario. Despite official optimism regarding the
economic outlook, groups more concerned with social issues than with macroeconomic indicators
took issue with policy plans for 1996. The Center for Consumer Protection (Centro para la Defensa
del Consumidor, CDC) denied that 1995 was a good year. By including in the mix of statistics the
rate of inflation and declining purchasing power, the Salvadoran economy was actually in the red
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last year, said a CDC official. Critics of government economic policy point out that, even within
the logic of the administration's economic policies, there are apparent contradictions. For example,
economist Oscar Melhado says that the slowdown predicted for this year actually began in the
third quarter of last year. It was the result, he says, of policies employed to control inflation and
strengthen public finances. He concludes that the government does not have a clearly enunciated
plan to promote the economic growth, state modernization, and poverty reduction that it predicts.
In an analysis of last year's growth, the Salvadoran Foundation for Economic and Social
Development (Fundacion Salvadorena para el Desarrollo Economico y Social, FUSADES), which
advises the administration on economic policy, reported that the 1995 mid-year slowdown was
caused by increased production costs, higher taxes, competition encouraged by reduced customs
taxes, and the high cost of credit all factors related to government policy. The business sector is
not uniformly happy with these policies nor with the prospect of an economic slowdown. The
administration's economic master plan, announced early last year, still remains the most complete
statement of the economic blueprint (see NotiSur 05/18/95). Essentially, the president sees El
Salvador becoming a great free-trade zone with exports leading the economy. But much of the
criticism questions the ability of the various elements in the master plan to stimulate the export
sector, which is supposed to lead El Salvador into global competition. Specifically, critics ask how
deflationary and tight-money policies that force a contraction in industrial production can be
expected to boost exports.
Furthermore, the 11.4% jump in prices last year and the 1.5% increase in January 1996 suggest that
the anti-inflation policies are not working as planned. Small and medium-sized business were
particularly hard hit by the slowdown last year. Some estimates indicate that smaller enterprises
contracted by about 20% in 1995 even as the economy as a whole grew by 6%. Ramon Diaz,
president of the Association of Medium- and Small-Sized Businesses (Asociacion de Medianos
y Pequenos Empresarios Salvadorenos (AMPES), said in February that small businesses were
"on the brink of collapse." Furthermore, he said that some government economic statistics were
"at odds with economic reality." "To talk of a 6% economic growth [in 1995] is not valid," said
Diaz, adding that a large number of businesses closed in 1995 mainly because of the government's
policies that restricted access to credit at affordable interest rates. Many business, he said, have
lowered their production estimates for 1996 by as much as 50%. Even the influential National Private
Enterprise Association (Asociacion Nacional de la Empresa Privada, ANEP), which supports the
administration's economic goals, has asked for a change of tactics.
ANEP president Roberto Vilanova is calling for a redefinition of policies to stimulate production
in agriculture, industry, and other sectors. "It will be necessary to make some sort of change, not
only in macroeconomic variables, inasmuch as we are in the process of transition in which growth
is going to be slower," said Vilanova. The head of the Salvadoran Association of Manufacturers
(Asociacion Salvadorena de Industriales, ASI), Jorge Arriaza, warned that continued tight-money
policies, which have driven up long-term credit to around 30%, could wreck the economy. He
recommended that the government shift to a policy of reorienting credit toward the productive
sectors of the economy subordinating anti-inflationary policy to the requirements of industrial and
export policy.
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Nevertheless, President Calderon Sol insisted that his policies are working. "I do not care if they
[economists] understand the rules of the game. They are never going to get them straight. What
interests me is that investors and the Salvadoran people understand them," said Calderon Sol. "We
will continue to grow and the international organisms will recognize that...the country is on the road
to economic recovery and growth. I can say with optimism that we have had a positive year."
Economy Minister Eduardo Zablah said that any talk of recession is "premature," and Central Bank
president Orellana said he recognizes that interest rates are high but rejected any immediate change
in credit policy, placing his faith in growth to keep the economy strong. "We do not think that the
government's economic plan is a failure because we have an economy growing by 6% with inflation
under control," said Orellana. [Sources: Reuter, 02/05/96; Agencia Centroamericana de Noticias
Spanish News Service, 12/30/95, 01/03/96, 02/07/96; Inforpress Centroamericana (Guatemala),
02/08/96; Agence France-Presse, 02/15/96; Inter Press Service, 01/19/96, 02/16/96]
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